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Why GAO Did This Study 



What GAO Found 



Enrollment in for-profit colleges 
has grown from about 365,000 
students to almost 1.8 million in the 
last several years. These colleges 
offer degrees and certifications in 
programs ranging from business 
administration to cosmetology. In 
2009, students at for-profit colleges 
received more than $4 billion in 
Pell Grants and more than $20 
billion in federal loans provided by 
the Department of Education 
(Education). GAO was asked to 1) 
conduct undercover testing to 
determine if for-profit colleges’ 
representatives engaged in 
fraudulent, deceptive, or otherwise 
questionable marketing practices, 
and 2) compare the tuitions of the 
for-profit colleges tested with those 
of other colleges in the same 
geographic region. 

To conduct this investigation, GAO 
investigators posing as prospective 
students applied for admissions at 
15 for-profit colleges in 6 states and 
Washington, D.C.. The colleges 
were selected based on several 
factors, including those that the 
Department of Education reported 
received 89 percent or more of 
their revenue from federal student 
aid. GAO also entered information 
on four fictitious prospective 
students into education search Web 
sites to determine what type of 
follow-up contact resulted from an 
inquiry. GAO compared tuition for 
the 15 for-profit colleges tested 
with tuition for the same programs 
at other colleges located in the 
same geographic areas. Results of 
the undercover tests and tuition 
comparisons cannot be projected 
to all for-profit colleges. 



View GAO-1 0-948T or key components. 

For more information, contact Gregory Kutz at 
(202) 512-6722 or kutzg@gao.gov. 



Undercover tests at 15 for-profit colleges found that 4 colleges encouraged 
fraudulent practices and that all 15 made deceptive or otherwise questionable 
statements to GAO’s undercover applicants. Four undercover applicants were 
encouraged by college personnel to falsify their financial aid forms to qualify 
for federal aid — for example, one admissions representative told an applicant 
to fraudulently remove $250,000 in savings. Other college representatives 
exaggerated undercover applicants’ potential salary after graduation and 
failed to provide clear information about the college’s program duration, 
costs, or graduation rate despite federal regulations requiring them to do so. 
For example, staff commonly told GAO’s applicants they would attend classes 
for 12 months a year, but stated the annual cost of attendance for 9 months of 
classes, misleading applicants about the total cost of tuition. Admissions staff 
used other deceptive practices, such as pressuring applicants to sign a 
contract for enrollment before allowing them to speak to a financial advisor 
about program cost and financing options. However, in some instances, 
undercover applicants were provided accurate and helpful information by 
college personnel, such as not to borrow more money than necessary. 



Fraudulent, Deceptive, and Otherwise Questionable Practices 



Degree/certificate, location 


Sales and Marketing Practice 


Certificate Program - 
California 


Undercover applicant was encouraged by a college representative to 
change federal aid forms to falsely increase the number of 
dependents in the household in order to qualify for grants. 


Associate’s Degree - Florida 


Undercover applicant was falsely told that the college was accredited 
by the same organization that accredits Harvard and the University 
of Florida. 


Certificate Program - 
Washington, D.C. 


Admissions representative said that barbers can earn up to 
$150,000 to $250,000 a year, an exceptional figure for the industry. 
The Bureau of Labor Statistics reports that 90 percent of barbers 
make less than $43,000 a year. 


Certificate Program - Florida 


Admission representative told an undercover applicant that student 
loans were not like a car payment and that no one would “come 
after” the applicant if she did not pay back her loans. 



Source: GAO 

In addition, GAO’s four fictitious prospective students received numerous, 
repetitive calls from for-profit colleges attempting to recruit the students 
when they registered with Web sites designed to link for-profit colleges with 
prospective students. Once registered, GAO’s prospective students began 
receiving calls within 5 minutes. One fictitious prospective student received 
more than 180 phone calls in a month. Calls were received at all hours of the 
day, as late as 11 p.m. To see video clips of undercover applications and to 
hear voicemail messages from for-profit college recruiters, see 
http://www.gao.gov/products/GAO-10-948T. 



Programs at the for-profit colleges GAO tested cost substantially more for 
associate’s degrees and certificates than comparable degrees and certificates 
at public colleges nearby. A student interested in a massage therapy 
certificate costing $14,000 at a for-profit college was told that the program 
was a good value. However the same certificate from a local community 
college cost $520. Costs at private nonprofit colleges were more comparable 
when similar degrees were offered. 

_ United States Government Accountability Office 





Mr. Chairman and Members of the Committee: 



Thank you for the opportunity to discuss our investigation into fraudulent, 
deceptive, or otherwise questionable sales and marketing practices in the 
for-profit college industry. 1 Across the nation, about 2,000 for-profit 
colleges eligible to receive federal student aid offer certifications and 
degrees in subjects such as business administration, medical billing, 
psychology, and cosmetology. Enrollment in such colleges has grown far 
faster than traditional higher-education institutions. The for-profit colleges 
range from small, privately owned colleges to colleges owned and 
operated by publicly traded corporations. Fourteen such corporations, 
worth more than $26 billion as of July 2010, 2 have a total enrollment of 1.4 
million students. With 443,000 students, one for-profit college is one of the 
largest higher-education systems in the country — enrolling only 20,000 
students fewer than the State University of New York. 

The Department of Education’s Office of Federal Student Aid manages and 
administers billions of dollars in student financial assistance programs 
under Title IV of the Higher Education Act of 1965, as amended. These 
programs include, among others, the William D. Ford Federal Direct Loan 
Program (Direct Loans), the Federal Pell Grant Program, and campus- 
based aid programs. 3 Grants do not have to be repaid by students, while 
loans must be repaid whether or not a student completes a degree 
program. Students may be eligible for “subsidized” loans or “unsubsidized” 
loans. For unsubsidized loans, interest begins to accrue on the loan as 
soon as the loan is taken out by the student (i.e. while attending classes). 



‘For-profit colleges are institutions of post-secondary education that are privately-owned or 
owned by a publicly traded company and whose net earnings can benefit a shareholder or 
individual. In this report, we use the term “college” to refer to all of those institutions of 
post-secondary education that are eligible for funds under Title IV of the Higher Education 
Act of 1965, as amended. This term thus includes public and private nonprofit institutions, 
proprietary or for-profit institutions, and post-secondary vocational institutions. 

2 $26 billion is the aggregate market capitalization of the 14 publicly traded corporations on 
July 14, 2010. In addition, there is a 15th company that operates for-profit colleges; 
however, the parent company is involved in other industries; therefore, we are unable to 
separate its market capitalization for only the for-profit college line of business, and its 
value is not included in this calculation. 

“The Federal Supplemental Educational Opportunity Grant (FSEOG), Federal Work-Study 
(FWS), and Federal Perkins Loan programs are called campus-based programs and are 
administered directly by the financial aid office at each participating college. As of July 1, 
2010 new federal student loans that are not part of the campus-based programs will come 
directly from the Department of Education under the Direct Loan program. 
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For subsidized loans, interest does not accrue while a student is in college. 
Colleges received $105 billion in Title IV funding for the 2008-2009 school 
year — of which approximately 23 percent or $24 billion went to for-profit 
colleges. Because of the billions of dollars in federal grants and loans 
utilized by students attending for-profit colleges, you asked us to (1) 
conduct undercover testing to determine if for-profit college 
representatives engaged in fraudulent, deceptive, or otherwise 
questionable marketing practices, and (2) compare the cost of attending 
for-profit colleges tested with the cost of attending nonprofit colleges in 
the same geographic region. 

To determine whether for-profit college representatives engaged in 
fraudulent, deceptive, or otherwise questionable sales and marketing 
practices, we investigated a nonrepresentative selection of 15 for-profit 
colleges located in Arizona, California, Florida, Illinois, Pennsylvania, 
Texas, and Washington, D.C. We chose colleges based on several factors in 
order to test for-profit colleges offering a variety of educational services 
with varying corporate sizes and structures located across the country. 
Factors included whether a college received 89 percent or more of total 
revenue from federal student aid according to Department of Education 
(Education) data or was located in a state that was among the top 10 
recipients of Title IV funding. We also chose a mix of privately held or 
publicly traded for-profit colleges. We reviewed Federal Trade 
Commission (FTC) statutes and regulations regarding unfair and deceptive 
marketing practices and Education statutes and regulations regarding 
what information postsecondary colleges are required to provide to 
students upon request and what constitutes substantial misrepresentation 
of services. During our undercover tests we attempted to identify whether 
colleges met these regulatory requirements, but we were not able to test 
all regulatory requirements in all tests. 

Using fictitious identities, we posed as potential students to meet with the 
colleges’ admissions and financial aid representatives and inquire about 
certificate programs, associate’s degrees, and bachelor’s degrees. 4 We 
inquired about one degree type and one major — such as cosmetology, 
massage therapy, construction management, or elementary education — at 
each college. We tested each college twice — once posing as a prospective 
student with an income low enough to qualify for federal grants and 



4 A certificate program allows a student to earn a college level credential in a particular field 
without earning a degree. 
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subsidized student loans, and once as a prospective student with higher 
income and assets to qualify the student only for certain unsubsidized 
loans. 5 Our undercover applicants were ineligible for other types of federal 
postsecondary education assistance programs such as benefits available 
under the Post-9/11 Veterans Educational Assistance Act of 2008 
(commonly referred to as “the Post-9/11 G.I. Bill”). We used fabricated 
documentation, such as tax returns, created with publicly available 
hardware, software and materials, and the Free Application for Federal 
Student Aid (FAFSA) — the form used by virtually all 2- and 4-year colleges, 
universities, and career colleges for awarding federal student aid — during 
our in-person meetings. In addition, using additional bogus identities, 
investigators posing as four prospective students filled out forms on two 
Web sites that ask questions about students’ academic interests, match 
them to colleges with relevant programs, and provide the students’ 
information to colleges or the colleges’ outsourced calling center for 
follow-up about enrollment. Two students expressed interest in a culinary 
arts degree, and two other students expressed interest in a business 
administration degree. We filled out information on two Web sites with 
these fictitious prospective students’ contact information and educational 
interests in order to document the type and frequency of contact the 
fictitious prospective students would receive. We then monitored the 
phone calls and voicemails received. 

To compare the cost of attending for-profit colleges with that of nonprofit 
colleges, we used Education information to select public and private 
nonprofit colleges located in the same geographic areas as the 15 for-profit 
colleges we visited. We compared tuition rates for the same type of degree 
or certificate between the for-profit and nonprofit colleges. For the 15 for- 
profit colleges we visited, we used information obtained from campus 
representatives to determine tuition at these programs. For the nonprofit 
colleges, we obtained information from their Web sites or, when not 
available publicly, from campus representatives. Not all nonprofit colleges 
offered similar degrees, specifically when comparing associate’s degrees 
and certificate programs. We cannot project the results of our undercover 
tests or cost comparisons to other for-profit colleges. 



6 Regardless of income and assets, all eligible students attending a Title IV college are 
eligible to receive unsubsidized federal loans. The maximum amount of the unsubsidized 
loan ranges from $2,000 to $12,000 per year, depending on the student’s grade level and on 
whether the student is considered “dependent” or “independent” from his or her parents or 
guardians. 
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We plan to refer cases of school officials encouraging fraud and engaging 
in deceptive practices to Education’s Office of Inspector General, where 
appropriate. Our investigative work, conducted from May 2010 through 
July 2010, was performed in accordance with standards prescribed by the 
Council of the Inspectors General on Integrity and Efficiency. 



Background 



In recent years, the scale and scope of for-profit colleges have changed 
considerably. Traditionally focused on certificate and programs ranging 
from cosmetology to medical assistance and business administration, for- 
profit institutions have expanded their offerings to include bachelor’s, 
master’s, and doctoral level programs. Both the certificate and degree 
programs provide students with training for careers in a variety of fields. 
Proponents of for-profit colleges argue that they offer certain flexibilities 
that traditional universities cannot, such as, online courses, flexible 
meeting times, and year-round courses. Moreover, for-profit colleges often 
have open admissions policies to accept any student who applies. 

Currently, according to Education about 2,000 for-profit colleges 
participate in Title IV programs and in the 2008-2009 school year, for- 
profit colleges received approximately $24 billion in Title IV funds. 
Students can only receive Title IV funds when they attend colleges 
approved by Education to participate in the Title IV program. 



Title IV Program Eligibility The Higher Education Act of 1965, as amended, provides that a variety of 
Criteria institutions of higher education are eligible to participate in Title IV 

programs, including: 

• Public institutions — Institutions operated and funded by state or local 
governments, which include state universities and community colleges. 

• Private nonprofit institutions — Institutions owned and operated by 
nonprofit organizations whose net earnings do not benefit any 
shareholder or individual. These institutions are eligible for tax- 
deductible contributions in accordance with the Internal Revenue code 
(26 U.S.C. § 501(c)(3)). 

• For-profit institutions — Institutions that are privately owned or owned 
by a publicly traded company and whose net earnings can benefit a 
shareholder or individual. 

Colleges must meet certain requirements to receive Title IV funds. While 
full requirements differ depending on the type of college, most colleges are 
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